November 18, 2003

The Honorable J. Dennis Hagtert
Speaker

U.S. House of Representatives
Washington, D.C. 20515

Dear Mr. Speaker:

In accordance with section 2104(a)(1) of the Trade Act of 2002 (the Trade Act), and pursuant to
authority delegated to me by the President, | am pleased to notify the Congress that the President intends
to initiate free trade agreement (FTA) negotiations with the Republic of Panama. We expect to launch
negotiations during the second quarter of 2004. We will be consulting closdly with the Congress over the
next 90 days regarding these negotiations, as required by the Trade Act.

The Adminigtration is committed to bringing back trade agreements that open markets to benefit
our farmers, workers, businesses, and families. With the Congress  continued help, we can move
promptly to advance America s trade and economic interests.

The United States has long maintained strong economic ties with Panama. Panama serves as an important
financia and commercia crossroads in the Western Hemisphere and has one of the most open economies
intheregion. U.S. firms play an important role in Panama's largdly service-based economy. Bilatera
trade between the United States and Panama totaled $1.7 billion in 2002 with U.S. exports accounting for
$1.4 billion of that anount. On average, nearly haf of Panamd stota imports come from the United
States. In addition, the stock of U.S. foreign direct investment in Panamalis gpproximately $25 hillion in
sectors such as finance, maritime, and energy. Plans for future expangion of the Panama Cand will creete
many new government procurement opportunities.

Over the lagt year, Panama has made significant progress in resolving outstanding bilaterd investment
issues. Panamais dso areliable partrer in the region, working closdly with us to advance our common
values and objectivesin the World Trade Organization (WTO) and Free Trade Area of the Americas
(FTAA) negatiations. In the course of negotiating an FTA, we intend to work closaly with Panama to
support the U.S. gods of achieving hemispheric economic integration and dismantling trade barriers
around the world.

An FTA with Panamawill respond to direction from the Congress in the Caribbean Basin Trade
Partnership Act to conclude comprehensive, mutuadly advantageous trade agreements with Caribbean
Basin countries. An FTA will dso help foster economic growth and cregte higher paying jobsin the
United States by further reducing and eliminating remaining barriers to trade and investment between
Panama and the United States. Additiondly, it will enable usto address
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specific barriersto U.S. goods and services in Panama, including high tariffs on certain agriculturd goods,
redrictive licensing practices, and inadequate levels of regulatory transparency.

We look forward to working off the Chile FTA, Singapore FTA, and, soon, the Central AmericaFTA as
models for this agreement. As Panama serves as amgjor transshipment point, an FTA will afford the
United States an important opportunity to incorporate the innovative provisons on customs enforcement
of intellectud property and textiles that are part of the U.S. agreement with Singapore.

An FTA with Panamawill contribute to our efforts to strengthen democracy and support for fundamental
va ues throughout the region, such as respect for internationdly recognized worker rights and the
elimination of the worgt forms of child labor, greater respect for the rule of law, sustainable devel opment,
and accountable ingtitutions of governance. Strong anti- corruption and trangparency requirementsin the
FTA will help combet corruption.

Panamais an important link in the Adminigtration’s strategy of opening markets in the Hemisphere through
comptitive liberdization. An FTA with Panamawill complement the free trade agreement we expect to
conclude shortly with five of Panama s Centrd American neighbors, which may be broadened next year
to include the Dominican Republic, akey trading partner in the Caribbean. Negotiations with Panamawill
as0 serve to boost the incentive for governments throughout the Hemisphere to complete the FTAA.

Panamais avaued partner in the achievement of other important U.S. interests as well, including the fight
againg narcotrafficking, terrorism, and money laundering. Indeed, an FTA will serve to strengthen not
only economic ties but aso politica and security ones.

Initia consultations with the Congressiond Overdgght Group (COG) and other Members of Congress
regarding the FTA negatiations with Panama have been positive, and we bdieve that there is broad
bipartisan interest in such an agreement. The Administration will continue to consult dosdy with the
Congress, including the COG, throughout the negotiation process.

Our specific objectives for negotiations with Panama are as follows:
Trade in Goods:
- Seek to diminate tariffs and other duties and charges on trade between Panama and the
United States on the broadest possible basis, subject to reasonable adjustment periods

for import-sengitive products.

- Seek to diminate non-tariff barriersin Panamato U.S. exports, including licensng
barriers on agriculturd products, redtrictive adminigration of tariff-rate
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guotas, unjustified trade restrictions that affect new U.S. technologies, and other trade
regtrictive measures that U.S. exporters identify.

Seek to diminate government practices that adversdly affect U.S. exports of perishable
or cyclica agricultura products, while improving U.S. import relief mechaniams as
appropriate.

Pursue a mechanism with Panama that will support achieving the U.S. objectivein the
WTO negotiations of diminating al export subgdies on agriculturd products, while
maintaining the right to provide bona fide food aid and preserving U.S. agricultura
market devel opment and export credit programs.

Pursue fully reciprocal accessto Panama s market for U.S. textile and apparel
products.

Customs Matters, Rules of Origin, and Enforcement Cooper ation:

Seek rules to require that Panama s customs operations are conducted with
trangparency, efficiency, and predictability, and that customs laws, regulations,
decisons, and rulings are not gpplied in a manner that would create unwarranted
procedural obstaclesto internationd trade.

Seek rules of origin, procedures for applying these rules, and provisons to address
circumvention matters that will ensure that preferentid duty rates under an FTA with
Panama gpply only to goods dligible to recelve such trestment, without cresting
unnecessary obstaclesto trade.

Seek terms for cooperative efforts with Panama regarding enforcement of customs and
related issues, including trade in textiles and gppardl.

Sanitary and Phytosanitary (SPS) Measures:

Seek to have Panama reaffirm its WTO commitments on SPS measures and diminate
any unjudtified SPS redtrictions.

Seek to srengthen collaboration with Panamain implementing the WTO SPS
Agreement and to enhance cooperation with Panamain relevant internationa bodieson
developing international SPS standards, guidelines, and recommendations.
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Technical Barriersto Trade (TBT):

- Seek to have Panama regffirm its WTO TBT commitments and diminate any unjudtified
TBT messures.

- Seek to strengthen collaboration with Panama in implementing the WTO TBT
Agreement and create a procedure for exchanging information with Panamaon TBT-
related issues.

Intellectual Property Rights

- Seek to establish standards to be applied in Panama that build on the foundations
edtablished in the WTO Agreement on Trade-Related Aspects of Intellectua Property
Rights and other internationd intellectud property agreements, such as the World
Intellectua Property Organization (WI1PO) Copyright Treaty, the WIPO Performances
and Phonograms Tresaty, and the Patent Cooperation Tresty.

- In areas such as patent protection and protection of undisclosed information, seek to
have Panama apply levels of protection and practices more in line with U.S. law and
practices, induding appropriate flexibility.

- Seek to strengthen Panama' s procedures to enforce intellectua property rights, such as
by ensuring that Panamanian authorities seize suspected pirated and counterfeit goods,
equipment used to make such goods or to transmit pirated goods, and documentary
evidence.

- Seek to strengthen measures in Panama that provide for compensation of right holders
for infringements of intellectud property rights and to provide for crimina pendties
under Panamanian law that are sufficient to have a deterrent effect on piracy and
counterfeiting.

Tradein Services:

- Pursue disciplines to address discriminatory and other barriersto trade in Panama' s
services markets. Pursue a comprehensive approach to market access, including any
necessary improvements in access to the telecommunications, financia services, energy,

express delivery, and other sectors.

- Seek improved trangparency and predictability of Panamanian regulatory procedures,



specidized disciplines for financid services, and additiond disciplines for
telecommunication services and other sectors as necessary.
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I nvestment:

- Seek to edtablish rules that reduce or diminate artificia or trade-ditorting
barriersto U.S. investment in Panama, while ensuring that Panamanian investors in the
United States are not accorded greater substantive rights with respect to investment
protections than U.S. investorsin the United States, and to secure for U.S. investorsin
Panama important rights comparable to those that would be available under U.S. legd
principles and practice.

- Seek to ensure that U.S. investors receive treatment as favorable as that accorded to
domedtic or other foreign investors in Panama and to address unjustified barriers to the
establishment and operation of U.S. investments in Panama.

- Provide procedures to resolve disputes between U.S. investors and the government of
Panamathat are in kegping with the trade promotion authority gods of being
expeditious, fair, and transparent.

Electronic Commerce:

- Seek to affirm that Panamawill dlow U.S. goods and servicesto be ddivered
electronicdly to its market and to ensure that Panama does not gpply customs duties to
digita products or unjudtifiably discriminate among products delivered dectronicaly.

Government Procurement:

- Seek to establish rules requiring government procurement procedures and practicesin
Panamathat are fair, trangparent, and predictable for suppliers of U.S. goods and

sarvices that seek to do business with Panama

- Seek to expand access for U.S. goods and services to Panama’ s government
procurement market.

Transparency/Anti-Corruption/Regulatory Reform:
- Seek to make Panama s adminigtration of its trade regime more transparent, and pursue

rules thet will permit timely and meaningful public comment before Panama adopts
trade-related measures.



- Seek to ensure that Panama applies high standards prohibiting corrupt practices
affecting internationd trade and enforces such prohibitions.
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Trade Remedies:

- Provide a safeguard mechanism during the transition period to dlow atemporary
revocation of tariff preferencesif increased imports from Panama are a substantial cause
of seriousinjury, or threat of seriousinjury, to the domestic industry.

- Make no changesto U.S. antidumping and countervailing duty laws.

Environment:

- Seek to promote trade and environment policies that are mutualy supportive.

- Seek an gppropriate commitment by Panama to effectively enforce its environmenta

- II;J;t,vzi)lish that Panamawill gtrive to ensure that it will not, as an encouragement for trade

or investment, weaken or reduce the protections provided for in its environmental laws.

- Help Panama strengthen its capacity to protect the environment through the promotion
of sugtainable development, such as by establishing consultative mechanisms,

Labor, including Child Labor:
- Seek an gppropriate commitment by Panamato effectively enforceits labor laws.

- Egtablish that Panamawill gtrive to ensure that it will not, as an encouragement for trade
or investment, wesken or reduce the protections provided for inits labor laws.

- Based upon review and analysis of Panama s labor law and practices, establish
procedures for consultations and cooperdtive activities with Panama to strengthen its
capacity to promote respect for core labor stlandards, including compliance with ILO
Convention 182 on the worst forms of child labor.

State-to-Sate Dispute Settlement:

- Encourage the early identification and settlement of digputes through consultation.



- Seek to establish fair, trangparent, timely, and effective procedures to settle disputes
arigng under the agreement.
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In addition, the FTA with Panamawill take into account other legitimate U.S. objectives including, but
not limited to, the protection of hedlth, safety, environment, essentid security, and consumer interests.

We are committed to concluding these negotiations with timely and substantive results for U.S. workers,
consumers, businesses, and farmers, and will pursue these specific objectives, keeping in mind the
overdl and principa U.S. negotiating objectives and priorities that the Congress has identified. We look
forward to continuing to work with the Congress as negotiations with Panama begin, and we commit to
work with you as we bring them to a successful conclusion.

Sincerdly,

Robert B. Zodlick



